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OUR COMMITMENT TO SUSTAINARILITY





INTRODUCTION

CAIA represents the interests of the chemical industry in South Africa and is the custodian of the Responsible Care initiative, which is the global chemical industry’s initiative to continuously improve health, safety and environmental performance in the chemical industry.  Pharmisa represents the interests of the domestic generic pharmaceutical industry.
The chemical industry in South African contributes about 5% of GDP and 23% of manufacturing. Chemical products and technologies are used in almost every area of the world economy and in South Africa support a range of other manufacturing sectors as well as playing an indispensable role in services like water and wastewater treatment. A growing economy increases the demand for the chemical industry’s products, which should be met as far as possible by locally manufactured goods. The pharmaceutical industry needs to respond to the significant disease burden that demands significant government expenditure on medicines.   Pharmaceuticals have been designated in terms of the revised preferential procurement regulations and increased local content of these products is a strategic objective of Government, which is pursued by Pharmisa and CAIA.
CURRENT ECONOMIC SITUATION

The continuing downward trend in manufacturing value added reflected in figure 1 will need significant interventions to address all contributing factors to this decline, if it is to be addressed. This declining trend in manufacturing value added is further reflected in the widening trade deficit for the manufacturing sector as reflected in figure 2.


[image: image2.png]20.00
19.00 ’/\‘\
18.00

17.00

GDP (%) 16.00

15.00
14.00 \
13.00

12.00

T T T
2005 2006 2007 2008 2009 2010 2011

Year

T T
2002 2003 2004





Figure 1: Manufacturing value added as percentage of GDP (the dti from Quantec database)
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Figure 2: Manufacturing exports and imports as percentage of annual growth (the dti from Quantec database)
Industry welcomes the new approach to special economic zones as an instrument, which has the potential to facilitate increased manufacturing activity.   However there are a number of areas where the Bill could be improved. 
COMMENTS ON BILL

General
Generally there is a concern that the Bill introduces a number of additional levels of bureaucracy and that current incentives are not competitive in global terms.  The limited provision for participation by the private sector is also a concern.  In addition to these there are some technical challenges presented by the way in which the Bill is drafted.  Some detailed comments are presented below

Section 1: Definitions

The definition of “free port”  as agreed in Nedlac and reflected in this version of the Bill, clearly reflects the intention to allow goods to enter the country free of duty if they are to be subject to further value addition in the SEZ.  It is practical that this free port should be located adjacent to the port through which the goods enter the country.  
A definition for “Port of entry”, which reflected the understanding of Government’s intention in this regard was taken from customs legislation and  agreed in Nedlac as follows:  “Port of entry” means a place designated as a place of entry for the control of vessels, aircraft, trains, vehicles, goods and persons entering the Republic.

The definition now presented in the Bill refers to the entry of foreigners into the country as follows:

“port of entry” has the meaning ascribed to it in section 1 of the Immigration Act, which in terms of that Act, means “a place prescribed from time to time where a foreigner has to report before he or she may move, sojourn or remain within. or enter the Republic”.
It is recommended that this definition be reviewed to reflect the original intention. 
Value addition
The following definition included in the Bill is supported as packaging and repackaging are considered value adding activities.

“value adding” includes the enhancement of, packaging or re-packaging, and beneficiation added to a product before the product / good is offered to the end-user, 

Sections 2(f) and 34 (k)

These two subsection refer to the establishment of a single point of contact or one stop shop that delivers government services to businesses operating in special economic zones.  The recognition that such a facility would be useful is welcomed.  However subsection 2(f) and subsection 34(k) provide different approaches, in that subsection 2(f) refers to the single point of contact being established “in order to lodge applications to various government authorities and agencies and to receive information on regulatory requirements from such authorities and agencies”  in contrast to subsection 34(k) which refers to the establishment “in order to provide simplified procedures for the development and operation of that Special Economic Zone and for setting up and conducting business in that Special Economic Zone.”
While the recognition of the need to address the legislative requirements facing new businesses, simply providing a single point of contact for lodging applications will not address the significant challenges faced by the chemical industry in efficient processing of  licensing applications, particularly in term of environmental legislation.  In this regard, Industry believes that the root causes of the delays should be addressed rather than attempting through these measures to improve the situation.

It is assumed that this provision will also apply to accessing incentives.  Again it is not the accessibility of the incentives that is the issue but their global competitiveness. See also comments below on support measures.

Section 7(1) Establishment of special economic zones advisory board

Subsection 7(1) (j) provides for  constituency representation on this advisory board.
Industry does not support this proposal on the basis that the Board is a judicial body that makes direct decisions affecting the development of the SEZs, and as such it is not appropriate for it to be constituency based. It would, therefore be inappropriate for it to comprise representatives of Constituencies.  In making this point , Industry believes that it is important to note that this board will be responsible for advising the Minister whether to approve the following key issues:

· Applications for designation of an SEZ

· Applications for operator permits

· Approval of investors in the zone.

Section 21: Support measures
The absence of specific support measures in the IDZ was one of the reasons that the current approach did not perform as well as hoped.  In order to ensure that incentives are competitive it is recommended that they be reviewed against the support measures for such zones offered in other countries, before finalisation.
Section 22:  Application for designation

In line with the Business position reflected in the Nedlac report, industry is concerned that including municipalities in the range of government entities that may apply for a license to establish an SEZ, will have the following negative impacts on business outside the SEZ;

· focus on provision of services to the SEZ on a priority basis will reduce focus on service delivery to non SEZ operations.  Significant challenges already exist in accessing services from municipalities and the fear is that the situation will be exacerbated by  allowing them to take on additional responsibilities

· Given the current poor financial status of most municipalities it is not considered appropriate for them to be given additional financial responsibilities that will result from being a licensee

While it is prefered that municipalities should not be included in the Bill as potential licensees, if they are to be included,  applications from municipalities that cannot demonstrate a clean audit for at least the previous financial year should not be considered.

Also in line with the Business position reflected in the Nedlac report, the inclusion of private public partnerships as potential licensees in terms of the Bill, is supported. Private public partnerships  are stringently regulated and the risks envisaged  by antagonists of this approach can be successfully managed through the current Treasury regulations in this regard.  Compliance with these regulations would be a requirement of any license issued to a private public partnership.  

The potential risks of any such partnership are considered to be significantly out weighed by the potential benefits.  The example of the Ketlapela project included in the IPAP is used to illustrate the point.

This project is an investment by the state in the manufacture of the active ingredients for anti retrovirals.  The success of this project depends on a partnership with an owner of the required technology to manufacture the products. The manufacture of these active ingredients are also dependent on supply of other intermediate chemicals which are currently all imported.  There may be a case to be made for a sector SEZ, where additional private sector investment is promoted to support the state owned ARV active ingredient manufacturing plant. It may be expedient to ensure the success of such a facility for the intermediate products to be manufactured in close proximity to where the demand is.  Such a sector SEZ would benefit from a private public sector partnership licensee. 

The Bill provides for extensive scrutiny of license application and it is proposed that the provision currently in the Bill allowing private public partnerships should be retained.

In addition  as reflected in the Nedlac report and in the department’s review of IDZ,s, the global trend is towards private sector leadership in this area and that the Bill should therefore make provision for private companies to apply for designation of specific sites as SEZ,s.

Historically a number of multi tenant chemical hubs have been established, where services are shared and by-products from one process are used as raw material for another.  Resuscitation of such hubs into SEZs may offer significant opportunities for attracting of new opportunities to the specific site. 

There are also existing manufacturing facilities which are dependent on imported inputs.  There may be opportunities for such facilities to be licensed as an SEZ to take advantage of the opportunities provided by the Bill.

It is therefore requests that the Bill be reviewed to provide for juristic persons to apply for designation of an SEZ and that the regulations dealing with the criteria for such applications make provision for existing sites to apply.

Section 23: Designation of special economic zones
The scope of the geographic area of the SEZ, is a key element of its success.  There may be cases where the proposal by the applicant does not take into account, private sector plans for investment which if included in the demarcation could enhance the success of the SEZ and promote participation of a private sector investor which may not have made a final decision to invest.

To ensure that such investors are afforded the opportunity to participate, the designation intention should be gazetted for comment.
Section 39 (1): Guidelines

Industry believes that there was no point in including the power to develop guidelines if they were not binding on all parties. In  terms of 39(2)(c), they are not binding on the Minister. In addition, if the guidelines are intended purely for information purposes, then there is no need to authorise their publication through an Act. The Minister and Department would already have the power. Considering that the investments in manufacturing which are being sought in the SEZs will be primarily by the private sector, provision should be made for comment on the guidelines.  The Guidelines should be gazetted for public comment, not only for information.

CONCLUSIONS

 It is recognised that the Bill is to a great extent, enabling in nature and that the details of the various application processes will be addressed in regulations.  However the requirement that decisions in respect of individual investors need to be taken by the Minister  are likely to result in delays in decision making and should be delegated to the licensee.

The chemical industry is keen to explore the potential for SEZ’s to reverse the current increasing trade deficit and looks forward to working with the dti at sectoral level to pursue the applicability of SEZs to this objective in greater detail.
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